A substantial share of the wealth of Americans is held in tax-deferred form such as in retirement accounts or as unrealized capital gains. Most data and statistics on assets and wealth is reported on a pre-tax basis, but pre-tax values include an implicit tax liability and may not provide as accurate a measure of the financial position or material well-being of families. In this paper, we describe the distribution of tax-deferred assets in the SCF from 1989 to 2013, provide new estimates of the income tax liabilities implicit in those assets, and present new statistics on the level and distribution of after-tax net worth. The results of our analysis suggest that, relative to published statistics on pre-tax net worth, the distribution of after-tax wealth is slightly less concentrated in the early years of our sample period, but the effectiveness of the income tax system in reducing wealth inequality has decreased during the last decade. We find the reduction in the long-term capital gains rate is the primary reason for the muted effectiveness of the current income tax system in reducing wealth inequality.
Introduction
A substantial share of the wealth of Americans is held in tax-deferred form such as in retirement accounts or as unrealized capital gains. According to the Federal Reserve Board's Survey of Consumer Finances (SCF), roughly 38 percent of the aggregate net worth of American families in 2013 was held in some form of tax-deferred asset; at higher levels of income and wealth the share is higher. In most data and statistics on assets and wealth-including the SCF-this wealth is reported on a pre-tax basis; for instance as the nominal retirement account balance or as the market value of equities. Measuring wealth on this basis reflects the reporting conventions of financial institutions and businesses, simplifies survey-based measurement, allows for direct comparability of estimates over time, provides a direct correspondence to legal questions about asset ownership and control, and avoids the complexities of with estimating tax implications associated with particular assets.
One disadvantage of this convention, however, is that pre-tax values may not provide as accurate a measure of the financial position or material well-being of families. If current statistics on wealth incorporate a sizable deferred tax liability, some measured wealth is not available to pay bills or finance consumption. After tax wealth-that available for consumption-may provide a better measure of well-being. Moreover, because tax rates vary by income, family structure, and other factors, the distribution of after-tax wealth is likely to differ from the distribution of pre-tax wealth at a point in time. And changes in tax policy, including changes in tax rates on ordinary income and capital gains, can result in changes over time in the level and distribution of after-tax wealth.
In this paper, we describe the distribution of tax-deferred assets in the SCF from 1989 to 2013, provide new estimates of the income tax liabilities implicit in those assets, and present new statistics on the level and distribution of after-tax net worth. We estimate family-specific and asset-specific tax liabilities using the NBER's TAXSIM program.
1 TAXSIM imputes tax rates and liabilities based on income, demographic, and other characteristics of sample families. We use the program to estimate the ordinary income taxes and capital gains taxes that would apply if tax-deferred assets were liquidated. In particular, we differentiate assets based on tax treatment (including deferred retirement wealth, owner-occupied real estate, and unrealized capital gains on financial and non-financial assets) and assign tax liabilities accordingly in each survey year.
The results of our analysis suggest that, relative to published statistics on pre-tax net worth, the distribution of after-tax wealth is slightly less concentrated in the early years of our sample period, but the effectiveness of the tax system in reducing wealth inequality has decreased during the last decade. In particular, for the families in the top 1 percent of the pre-tax wealth distribution, their share of after-tax wealth is slightly higher than their pre-tax share in recent years. Furthermore, the effective tax rate on tax-deferred assets for families in the top 1 percent has decline substantially over the last decade in both absolute value and relative to other wealth groups. Much of this result is driven by the fall in capital gains tax rates over the 1989 to 2013
period.
In our analysis, we focus primarily on unrealized capital gains and assets in tax-deferred retirement accounts, which composed 21 percent and 17 percent, respectively, of (pre-tax) family net worth in 2013. 2 However, there are substantial differences in these shares across the wealth distribution. Within households in the bottom 90 percent of the wealth distribution, unrealized capital gains make up only 6 percent of their net worth and tax deferred retirement accounts about 24 percent. Within the next 9 percent, the corresponding shares are 18 percent and 21 percent; for the top 1 percent the corresponding shares are 34 percent and 8 percent.
These tax-deferred assets-like wealth more generally-are highly concentrated within the population. In 2013, about 80 percent of these tax-deferred assets are held by the top 10 percent of households ranked by (pre-tax) net worth. (By comparison, these households owned about 75 percent of total net worth.) Of the two types of assets, unrealized capital gains are particularly highly concentrated-93 percent of unrealized gains are held by the top 10 percent of families.
Assets held in tax-deferred accounts are slightly less concentrated; 65 percent are held by the top 10 percent of families.
One result of this pattern of asset holdings is that a sizable portion of the portfolios of American families includes a tax-deferred liability. In the aggregate, we estimate that about 8 percent of net worth reported in SCF in 2013 represents taxes due on unrealized gains or on amounts held in retirement accounts. This share is only slightly below that estimated in 1989, although the composition has changed as the extent of tax-deferred retirement assets have grown. Between 1989 and 2013, the mean deferred tax liability has increased by about 53 percent, slightly slower than the increase in mean pre-tax net worth, which increased by 59 percent. As a result, mean after-tax net worth increased by slightly more (60 percent).
Because most tax-deferred assets-particularly unrealized capital gains-are held by higherwealth households, most of this deferred tax liability is concentrated among those households.
Within the bottom half of the net-worth distribution, fewer than half of households have any deferred tax liability, compared to more than 95 percent among the top 10 percent.
Effective tax rates on these assets have tended to decline over time. 3 In particular, the top tax rate on long-term capital gains, which was 28 percent in 1988, had declined to 15 percent in 2012.
While the top tax rate on ordinary income in 2012 was higher, at 35 percent, than the 28 percent top-bracket rate in 1988, for most households ordinary income tax rates (which apply to withdrawals from tax deferred retirement income) were lower in 2012 than in 1988 because of changes in tax brackets and tax rates below the top bracket. While changes in ordinary income tax rates have led to a decline in tax burdens across the wealth distribution, changes in capital gains tax rates had the most impact on the highest net-worth households.
Of course, the estimates above provide a snapshot of what tax liabilities households would face were they to liquidate all of their tax deferred assets immediately and abstracts from any behavioral effects induced by tax policy. 4 This may result, in certain cases, in an overestimate of the tax liability due if the increase in reported income results in some income being taxed at higher bracket rates. Similarly, individuals may be more likely to draw down their assets in 3 Income amounts in the SCF are from the year prior to the survey year, so tax liabilities and rates are computed using the tax code for the year prior to the survey year 4 For example, the lock-in effect of capital gains taxes, the interaction of capital gains taxes and the estate tax, and withdrawals for tax-deferred retirement effects. See Hungerford (2010) , Auten and Joulfaian (2001) , and Sabelhaus (2000) for details.
retirement, when their employment-related income (and therefore tax bracket) may be lower. In our analysis we find that the tax rates that apply to older households are somewhat lower than those younger households face, which may reduce the overestimation of their tax liability.
The remainder of the paper is organized as follows. The second section reviews the literature most relevant to our analysis, the third section describes the data source, the fourth section provides an overview of distribution of net worth and the different tax-deferred assets, the fifth section describes the estimation of tax liabilities, the sixth section provides results on the aftertax distribution of wealth, the seventh section considers an effects of an alternative tax policy, and the final section concludes and provides ideas for future work.
Relevant Literature
Our paper touches on various strands of the economic literature. The most similar study is recent work by Stein (2014) , which questions the economic reasons for two tax policies that increase income inequality; the reduced tax rates on dividends and capital gains (compared to ordinary income) and the "step-up" basis for capital gains when assets are passed to heirs. Stein shows that most of the benefits of lower tax rates on dividends and capital gains go to the highest quintile of the income distribution and that reductions in these rates almost entirely explain the reduction in average tax rates from 1992 to 2009. Stein also finds little empirical evidence that low tax rates on capital gains and dividends are correlated with higher economic growth or that high capital gains tax rates induce a substantial lock-in effect over the long term. We add to Stein's analysis by focusing on how tax policies impact wealth inequality.
The focus on how the distribution of wealth differs using pre and post-tax measures of wealth has a close connection with the vast literature on wealth inequality. 5 The recent work of Piketty (2014), Saez and Zucman (2014) , Wolff (2014) , Bricker et al (2014) , and Bricker et al (2015) highlight changes in wealth inequality over time, especially at the very top of the distribution.
6
Estimates of how much wealth inequality has increased varies across the studies due to differing 5 There is also a large literature on income inequality. See Atkinson and Bourguignon (2015) . 6 These studies build on numerous previous studies on wealth inequality in the United States and across the rest of the World. Examples specific to the SCF include Kennickell (2011 Kennickell ( , 2012 and Bucks and Moore (2012) . For a more comprehensive list of references, see Rione and Waldenström (2015) and Davies (2009). data sources and methodology; Kopczuk (2015) provides an overview of some of the key issues.
The pre-tax estimates of wealth inequality in our paper are most similar to Bricker et al (2015) , which also uses the SCF as their data source. Our contribution to this literature is the addition of after-tax estimates of wealth inequality.
The analysis of the after-tax distribution of wealth is also similar to the literature that examines more complete measures of income. Recent studies in this literature, such as Donovan (2015), Armour, Burkhauser, and Larrimore (2014) , Burkhauser, Larrimore and Simon (2012) , , CBO (2014) , and Smeeding and Thompson (2011) , attempt to create a more comprehensive measure of household income that includes transfers, health insurance, capital gains and taxes. The authors then compare the income distribution for the different measures and the effects on various inequality measures. Results from the studies vary depending on how the income measure is constructed, with Armour, Burkhauser, and Larrimore finding less income inequality using their alternative income measure and CBO (2014) and Smeeding and Thompson (2010) finding more income inequality using their income measure.
Across all the studies, the key driver in the difference in results is the treatment of taxable realized capital gains. In our paper, the tax treatment of realized capital gains also is an important factor in the results, as we force households to include all non-housing unrealized capital gains as taxable income when estimating the after-tax distribution of wealth.
Although our analysis includes the effect of individual income taxes on wealth, we do not incorporate the estate tax into our estimates. Under the estate tax, the basis of decedents' assets are "stepped up" to their value at death under current law, which means that any unrealized capital gains tax liability is eliminated. However, estate tax may be due on the value of the assets above an excluded (credited) amount. One could argue that omitting the estate tax leads to an overestimate of after-tax wealth for families that would be subject to the tax. As shown in Avery, Grodzicki, and Moore (2013) , unrealized capital gains account for 30 to 45 percent of taxable estates, and those unrealized gains would be included in our estimates of tax liability, which will somewhat offset not including the estate tax liability. 7 Numerous other studies have explored the 7 Although the top estate tax rate is higher than the long-term capital gains tax rate during the 1989-2013 period, the combination of a rising exemption amount (from $600,000 to $5.12 million) and the expense and valuation rules used to compute the gross estate have substantially reduced the share of adult deaths subject to the estate tax from 1.1 percent in 1989 to 0.13 percent in 2011 (http://taxpolicycenter.org/taxfacts/displayafact.cfm?Docid=52).
link between the estate tax and wealth inequality, such as Gale et al (2001) , Avery and Rendall (2002) , Kopczuk and Saez (2004) , and Kopczuk (2012) .
Measuring Wealth in the Survey of Consumer Finances
The Survey of Consumer Finances is a triennial survey that provides the most detailed look at the assets, liabilities, income, and demographic characteristics of U.S. families. Wealth (and income)
is highly concentrated in the U.S., and a simple random sample would not yield enough observations at the top of the distribution to provide reliable estimates of wealth. To address this problem, the SCF combines a standard nationally-representative area probability (AP) sample with a "list" sample that oversamples high-wealth households. The list sample is drawn using (2014) and Dettling et al (2015) . Estimates of the concentration of wealth in SCF also align fairly closely with estimates derived from capitalizing income tax data, as shown in Saez and Zucman (2014) and Bricker et al (2015) . 8 A key issue in any of these comparisons is constructing a definition of wealth that is comparable across the different data sources.
As a baseline, Figure More details on pre-tax net worth by percentile groups is in Table 1A (means) and Table 1B (medians). Across all net worth percentile groups, mean wealth was increasing from 1992 to (2014) and Bricker et al (2015) .
9 Throughout our analysis, sample statistics and estimation results are presented on this pre-tax basis unless otherwise stated. A disadvantage of the convention of reporting wealth on a pre-tax basis is that they may be an inaccurate measure of well-being or financial status. After-tax values correspond more closely to disposable wealth that could be readily available to support family consumption. Further, a key question in the design of tax policy is who bears the burden of the tax system. Understanding how tax policy and changes in tax policy affects the distribution of resources among different groups can therefore be useful for improving our tax system.
In order to understand how taxes affect the distribution of net worth, we first describe U.S.
families' holdings of tax-deferred assets and then estimate the tax liabilities embedded in those asset values.
Tax Deferred Asset Holding
According to the SCF, holdings of tax-deferred assets are widespread and comprise a sizable portion of household wealth. As shown in 
Tax Deferred Retirement Accounts
In our analysis, tax-deferred retirement accounts include balances in IRAs, Keoghs, and definedcontribution pension plans, such as 401(k) and 403(b) plans. The detailed data in the SCF allows us to exclude any Roth IRAs or 401(k)s from our calculations, as these accounts are funded with after-tax contributions and have no deferred tax liability.
In 2013, about 47 percent of families held assets in tax-deferred retirement accounts, up from 37 percent in 1989, as shown in Table 3A . Ownership peaked in 2001 at nearly 53 percent of families, but has declined somewhat over the last few surveys. The increase in ownership has occurred across the wealth distribution, but level of ownership is about twice as high for households in the top 10 percent compared to the bottom 90 percent. As shown in Table 3B , the increase in ownership has led to an increase in the mean value of tax-deferred retirement accounts. Across all households, the mean value of these accounts has increased from about $25,000 in 1989 to about $92,000 in 2013. The overall mean value masks substantial differences across wealth groups, with the mean value for the bottom 90 percent about one-tenth the value of the next 9 percent, and the mean value for next 9 percent about one-third the value of the top 1 The share of families holding tax-deferred retirement accounts has increased over time partially due to the shift by employers from defined benefit pension plans to defined contribution pension plans. In contrast to the increase in ownership of tax-deferred accounts, the share of families with rights to a defined benefit pension has declined from 43 percent in 1989 to 31 percent in 2013. In our analysis, the shift to defined contribution pensions leads to an increase in measured wealth, as the SCF captures information on the balances in defined contribution plans, but only measures the income flows from defined benefit plans.
As shown in Figure 4 , the share of net worth in tax-deferred retirement accounts has increased important part of the portfolio for families below the top 1 percent of the wealth distribution, the distribution of those assets is concentrated among higher net worth households both because those families are more likely to hold assets in tax deferred accounts and because the amount they hold is much larger.
Unrealized Capital Gains
In the SCF, data on unrealized capital gains are available for the primary residence, any other real estate, privately-held businesses, directly-held stocks and directly-held mutual funds. The value of the unrealized gains are derived from the self-reported current value and the cost basis for each type of asset. The SCF does not collect data on unrealized capital gains in retirement accounts, such as IRAs and defined contribution plans. In our analysis, unrealized capital gains from the primary residence are omitted as current and past tax treatment of these gains make it very unlikely a household would face a tax liability on these gains. 11 For unrealized capital gains, 11 We ignore taxes on any unrealized gain from the primary residence. First, for most families this reflects the tax treatment of capital gains on primary residences. Prior to 1997, no tax was due on a home provided that the proceeds of the sale was rolled over into a new principle residence; after 1997 there was a large exemption of $250,000 per individual filer or $500,000 for joint filers. Second, as a conceptual issue, ownership of a primary residence represents a measure of consumption. In practice, the inclusion or exclusion of these gains (subject to the generous exclusions in place at different points in time) makes little difference to the figures we present here. the story is similar to tax-deferred retirement assets, except that unrealized capital gains are even more concentrated among higher-wealth households.
According to Table 4A, (Table 4B ). However, the mean value is highly skewed-the top 1 percent of net worth households held more than 15 times the average amount of households in the 90-98.9 th percentile group, and over 60 times the average amount of the bottom 90 percent.
Over time, the mean value of unrealized gains has risen and fallen with economic expansions and recessions; the mean value peaked for all net worth groups in 2007. As shown in Figure 5 , for all households, the share of net worth held as unrealized capital gains Across wealth groups, 2007 was also when the share of unrealized gains in net worth reached its peak.
As a result of these differential patterns of asset holdings across time and across the wealth distribution, tax policy is likely to have an important effect on the distribution of after-tax net worth, and of changes in after-tax net worth over time.
Estimating Tax Liabilities Implicit in Tax-Deferred Assets
To estimate the tax liabilities implicit in the tax-deferred assets and accounts described above, we first calculate tax rates for each individual SCF household based on their income, family structure, state of residence, deductions, and other characteristics for the year prior to the survey We then re-estimate each household's tax liabilities under the assumption that all assets are liquidated and any resulting realizations of capital gains or retirement income is taxed in the year prior to the SCF survey year. We assume no penalty is incurred on early retirement account balances. The difference between this tax liability and the baseline tax liability is computed for each household and subtracted from pre-tax net worth to yield after-tax net worth.
By necessity, our analysis ignores certain smaller tax provisions we are unable to identify in the SCF, such as separate capital gains tax rates that apply to gains on collectibles, to recaptured depreciation, to other special tax rates like those that may apply to qualified sales of small business stock, or to provisions that allow assets to be transferred or sold without immediately realizing a tax liability.
Results

Estimates of Implicit Tax Liabilities
Our analysis suggests that the net worth of American households includes a substantial taxdeferred liability. According to Table 5A, least 96 percent owe a tax liability, depending on the survey year. As shown in Table 5B , for all households, the mean value of the implicit tax liability increased from about $29,000 in 1989 to nearly $45,000 in 2013. Not surprisingly, the mean tax liability peaked in 2007 at $51,000.
Among net worth percentile groups, the differences in the mean value of deferred tax liability is similar to differences in the mean wealth across the groups. Figure 7 provides estimates of effective tax rates on tax-deferred assets for all families and within selected ranges of the distribution of net worth. 14 For all families, we estimate that the effective tax rate on tax-deferred assets was about 22 percent in 2013, down from 28 percent in 1989. The decline largely reflects the change in the tax treatment of capital gains, whose rate has declined from 28 percent to 15 percent over this time period.
The decline in effective tax rates between 1989 and 2013 is also widespread across the net worth percentile groups. For the bottom 90 percent, the decrease in effective tax rates was about 5
percentage points over the period; the next 9 percent experienced a decline of nearly 6 percentage points. The largest decline was for families in the top 1 percent of the net worth distribution, were the effective tax rate declined almost 9 percentage points to 18 percent. As 14 The effective tax rate is defined as the tax liability on tax-deferred assets divided by the total value of tax-deferred assets. shown in figure 7 , the decline in effective tax rates for the top 1 percent mirrors the decline in the long-term capital gains rate over the period.
The Distribution of After-Tax Net Worth
The net effect of these estimated taxes on median and mean net worth is presented in Figure 8 .
Not surprisingly, both median and mean after-tax net worth are lower than pre-tax net worth across all survey years, with a larger effect on mean net worth. The gap between pre-tax and after-tax net worth is slightly wider over time; at the median this is due to the increase in fraction of families with tax-deferred retirement accounts, at the mean this is due to an increase in the share of unrealized capital gains in net worth. Across net worth percentile groups, the trends are similar to those found for overall mean and median pre-tax and after-tax wealth. Appendix Tables 1A and 1B provide estimates of mean and median after-tax net worth by percentiles of the distribution of pre-tax net worth. To better understand how pre-tax and after-tax wealth have changed over time, Figure 9 presents the percent change in the mean of both net worth measures for pre-tax net worth groups between 1989 and 2013. Across all families, both mean pre-tax and after-tax net worth increased by about 60 percent over the period, indicating a fairly uniform effect of tax policy on households with mean wealth. For families in the bottom 90 percent of the pre-tax wealth distribution, mean after-tax wealth grew at a somewhat slower pace than pre-tax wealth, 14 percent compared to 18 percent, a result driven largely by the increasing share of tax-deferred retirement accounts in pretax net worth. Households in the next 9 percent saw both pre-tax and after-tax wealth increase by about 67 percent over the period. For families in the top 1 percent of the pre-tax wealth distribution, after-tax wealth grew faster than pre-tax wealth by about 12 percentage points. This result is the direct effect of the substantial decrease in capital gains tax rates between 1989 and 2013 and the share of unrealized capital gains in wealth for this group. Another way to examine how income tax policy affects the wealth distribution is to compare the share of each wealth measure held by each pre-tax net worth percentile group. Figure 10 shows the difference in after-tax and pre-tax wealth shares for the bottom 90 percent, the next 9 percent and the top 1 percent of the pre-tax wealth distribution. A positive value indicates that the aftertax wealth share for that group was larger than the pre-tax wealth share, while a negative value indicates that the after-tax wealth share is smaller than the pre-tax wealth share.
For families in the bottom 90 percent, the increase in their after-tax wealth share peaks in 1992 at 1.7 percentage points, then begins a steady decline to end at 0.2 percentage points in 2013. In all of the previous analysis, some of the largest changes over time have occurred for families in the top 1 percent of the pre-tax wealth distribution. Given the focus by many other researchers on even higher points in the wealth distribution, such as Saez and Zucman (2014) and Bricker et al (2015) , we break out the top 1 percent into two groups: the top 0.1 percent and the remaining 0.9 percent.
As shown in Table 6A , there are considerable differences between the top 0.1 percent and all other families in the top 1 percent of the net worth distribution. The first two columns of the table show mean pre-tax net worth for the two groups; mean wealth for the top 0.1 percent is about $75 million in 2013, compared to mean wealth of $13 million for the other families in the top 1 percent. The difference in means is fairly consistent over 1989 to 2013. In terms of tax-15 Gini coefficients for pre-tax and after-tax wealth show similar pattern in the difference in wealth shares. The largest differences the pre-tax and after-tax Gini coefficients is for 1989, with essentially no differences after 2007. Given the large differences in mean wealth within the top 1 percent, it is not surprising that the top 0.1 percent account for a large share of overall wealth. As shown in Table 6B, The final column of Table 6B shows the share of the deferred tax liability in wealth for the two high net worth groups. As with households in the overall top 1 percent, the share of deferred tax liability in wealth has been falling over time for both groups within the top 1 percent. However, the decline is substantially larger for the top 0.1 percent, nearly 9 percentage points, compared to a 3 percentage point decline for rest of the top 1 percent. As shown in Figure 11 , this has direct implications for the effective tax rate on tax-deferred assets. Between 1989 and 2013, both groups experienced a substantial decline in effective tax rates, but the fall for the top 0.1 was much larger. The effective tax rate for the top 0.1 plummeted nearly 11 percentage points, to end at about 16 percent in 2013, compared to a 7
percentage point decline to about 20 percent for the rest of the top 1 percent. Also plotted in Figure 11 is the long-term capital gains rate over the period. Although both high net worth groups track the capital gains rate, the effective tax rate for the top 0.1 percent follows the capital gains rate more closely, a result of the high share of unrealized capital gains in wealth for that group. 
Alternative Tax Policy
Given the central role of the reductions in capital gains tax rates in our results, this section simulates an alternative tax regime in which unrealized capital gains are taxed at ordinary income tax rates (the same as tax-deferred retirement assets). We re-estimate the household's tax liability under the new tax policy and take the difference between the household's base tax liability (without any tax-deferred assets included) and household's tax liability when all taxdeferred assets are taxed as ordinary income. Not surprisingly, this leads to an increase in the effective tax rate on tax-deferred assets for any household with unrealized capital gains. Figure   13 shows the base and alternative effective tax rates for three wealth groups over the 1989 to 2013 period. The base tax rates, the solid lines, are generally declining over the period, but the bottom 99 percent of the distribution has a higher rate than the top 1 percent from 1998 forward.
In stark contrast, the alternative tax rates, the dashed lines, increased substantially for the top two groups from 1989 to 1995, leveled off from 1998 to 2001, and declined over the rest of the period. The alternative effective tax rate for the lowest wealth group moved in a narrow range over the period. Under the alternative tax policy, the lowest wealth group has the lowest effective tax rate and the rate for the top two wealth groups is fairly similar. Figure 14 shows how the alternative tax policy would affect the difference between pre-tax and after-tax wealth shares across the distribution. 16 In contrast to Figure 10 , the after-tax wealth share for the top 1 percent is lower than the pre-tax share in every survey year and the after-tax share is higher than the pre-tax share for the bottom 90 percent of the wealth distribution. There was little difference in the after-tax share of wealth for the 90-98.9 th percentile group in any year.
Thus, the majority of the differences in the pre-tax and after-tax concentration of wealth is driven by the increased tax rates on capital gains, which modestly reduces the after-tax wealth share of the top 1 percent.
16 Appendix Table 2A presents results for the after-tax share of wealth under the alternative tax policy for the three pre-tax net worth percentile groups used earlier in the paper. 
Conclusions
This paper presents some of the first estimates of the after-tax distribution of wealth, which provides a new measure of the financial well-being of families. We construct our measure of after-tax wealth by estimating the implicit tax liability that exists in tax-deferred retirement accounts and unrealized capital gains and subtracting that liability from pre-tax wealth. Our results show that although early in our sample period income tax policy tended to make the aftertax distribution of net worth less concentrated than the pre-tax distribution, the effectiveness of the tax system in reducing inequality has decreased over time. The main driver of this result is a combination of the substantial decline in capital gains tax rates and the large share of unrealized capital gains in the portfolios of households at the top of the wealth distribution. This effect is magnified within the top 1 percent, as households in the top 0.1 percent have an even larger share of unrealized gains in their portfolios. Given the importance of the tax rate for capital gains in our results, we construct an alternative tax policy in which unrealized capital gains are taxed at ordinary income rates. While this alternative policy does reduce wealth concentration relative to current tax policy, the after-tax distribution of wealth still exhibits increasing inequality over the A key assumption in our analysis is the realization all tax-deferred assets at one point in time, versus a gradual pattern of realizations over a number of years. This assumption may seem especially strong with regards to tax-deferred retirement accounts, as families often make withdrawals on an annual basis during retirement. One area for future work is to relax this assumption by modeling withdrawals from tax-deferred retirement accounts over a longer time frame. Another possibility is to limit realizations of tax-deferred assets in a given year to a level that does not push a family into a higher income tax bracket for that year. One would have to incorporate the difference in income tax rates and capital gains tax rates into the decision about which tax-deferred assets to realize in a given year. Of course, both of these methods would require assumptions about future tax rates and projections of future income levels for families.
